IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

DUNKI N DONUTS, INC., and : Cl VI L ACTI ONS
THI RD DUNKI N DONUTS REALTY, :
I NC. ,

V.

GUANG CHYI LI U, :
SUSAN YEH LI U and : No. 99-3344
G C S L Co., INC : No. 00- 3666

VEMORANDUM AND ORDER

J. M KELLY, J. DECEMBER , 2000
Presently before the Court is a Mdtion for Prelimnary
Injunction filed by the Plaintiffs, Dunkin Donuts, Inc.
(“Dunkin’) and Third Dunkin’ Donuts Realty, Inc. (“Dunkin
Realty”). Plaintiffs filed suit against the Defendants, Guang
Chyi Liu, Susan Yeh Liu and GC S.L. Co., Inc. (“Defendants”)
al | egi ng breach of contract, trademark infringenent and unfair
conpetition. After conducting evidentiary hearings, Magistrate
Judge Thomas J. Rueter issued a Report and Recommendati on t hat
the Court issue a tenporary injunction agai nst Defendants.
Def endants filed objections to that Report and Recommendati on.
For the follow ng reasons, the Court will adopt and approve the
Report and Reconmendati on of Magi strate Judge Rueter and grant

Plaintiffs’ Mtion for a Prelimnary Injunction.



. BACKGROUND

A. Dunki n’s Franchi se System

Dunkin’, a Delaware corporation with its principal place of
busi ness in Massachusetts, grants franchi ses to i ndependent
franchi sees who operate Dunkin’ Donuts shops throughout the
United States and around the world. Dunkin’ Realty is a wholly-
owned subsidiary of Dunkin that |eases properties to Dunkin’s
franchi sees. Franchi sees, of whomthere are 3,700 nationally and
4,700 globally, primarily sell doughnuts, pastries, coffee and
related products. Franchisees are licensed to utilize trade
nanmes, service marks and trademarks of Dunkin’ in the operation
of these shops.! Franchisees al so use specialty equi pnent,
distinctive interior and exterior accessories, identification
schenes, products, nanagenent prograns, standards,
specifications, proprietary marks and information. The general
public knows and recogni zes Dunkin’ Donuts marks, and associ ates

them exclusively with Dunkin’s products and services.

B. Def endants’ Franchi se Agreenent with Dunkin’

On March 31, 1995, Defendants obtai ned a Dunkin’ franchise

1 Dunkin’ Donuts USA, Inc., a wholly-owned subsidiary of
Dunkin’, owns the trademark, servicenmarks, and trade nane
“Dunkin’” Donuts” and related marks. Dunkin’ has the excl usive
| icense to use these trade nanes and marks, and to |license others
to use themas well. Dunkin’ has spent hundreds of mllions of
dollars to advertise and pronote its marks.
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i n Phil adel phia, Pennsylvania.? As franchisees, Defendants were
granted a license to use the Dunkin trademark. In return,

Def endants were obligated to pay certain fees to Dunkin’.
Pursuant to their Franchi se Agreenent, Defendants were required
to pay: (1) weekly franchise fees of 4.9 percent of their gross
sales; (2) weekly advertising fees of 5.0 percent of their gross
sales; and (3) interest on unpaid fees. Failure to nake these
paynents in a tinely manner woul d constitute a default under the
Franchi se Agreenent. In the case of such a default, Dunkin’ was
required to give Defendants witten notice and a seven day “cure
period” within which to cure the default. Failure by Defendants
to cure the default before the expiration of the cure period
woul d al l ow Dunkin’, upon witten notice, to termnate the
Franchi se Agreenent.

The Franchi se Agreenent al so contai ned many provisions
relating to the continued use of trademarks after its
termnation. Specifically, the Franchi se Agreenent provided
that: (1) “Upon any term nation or expiration of this Agreenent

Franchi see shall inmmediately cease to use . . . any nethods
associated with the nane “Dunkin’ Donuts,” any or all of the
Proprietary Marks [of Dunkin’ Donuts].”); (2) “[A]ny unauthorized

use or continued use after the term nation of this Agreement

2 The original Franchise Agreenent was dated Novenber 27,
1990. Defendants acquired a franchi se through an Agreenent to
Transfer.



shal |l constitute irreparable harm subject to injunctive relief”;
and (3) “Continued use by Franchi see of Dunkin’ Donuts’
trademar ks, trade nanes, Proprietary Marks, and service nmarks
after termnation of this Agreenent shall constitute wllful

trademark i nfringenent by Franchisee.”

C. Def endant s’ Lease

On March 31, 1995, Defendants al so obtained a | ease to the
property on which their franchise was |ocated.® Dunkin' Realty
acted as the |landlord. Pursuant to the Lease, as anended,

Def endants agreed to pay the follow ng anobunts to Dunkin’ Realty:
(1) nonthly rent of $7,812.50; annual “percentage rent” in the
anount by which twel ve percent of the gross annual sales of their
shop exceeded a specified annual base rent;* and (3) all real
estate and other taxes relating to the premses, to be paid in
monthly installnments of 1/12 of the estimted annual real estate
tax. |f Defendants failed to make a tinely paynent, Dunkin’
Realty could provide themwith a witten Notice to Cure. Failure
to cure the default within ten days of such notice would entitle

Dunkin’ Realty to termnate the Lease. Dunkin’ Realty could al so

3 The original |ease was entered into on March 6, 1986.
Def endants assumed the right, title and interest in that original
| ease pursuant to their Agreenent to Transfer.

4 Any outstandi ng anobunt of percentage rent was to be paid
within fifty days of the end of the | ease year.
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termnate the Lease if the Franchi se Agreenent were term nated.

D. The All eged Breach of the Lease and Franchi se Agreenent

As of June 21, 2000, Defendants owed Dunkin’ and Dunkin’
Realty total of $43,161.99. O this total, $13,654.07 was for a
year - end percentage rent charge under the Lease.® On June 22,
2000, Dunkin’ pronptly served Defendants with a Notice of Default
and Notice of Cure letter.

Def endants did not cure these defaults.® Defendants clained
to have sent checks to Dunkin’ in May, 2000. Pursuant to
Dunkin’s standard busi ness practice, Defendants woul d al ways send
their checks to a | ockbox in North Carolina, fromwhich the
checks woul d be deposited in a bank within twenty-four hours of
their receipt. Dunkin's bank did not receive the checks, dated
May, 2000, until late in July. Defendants later admtted that

t hey backdated the checks as part of a record keepi ng procedure.

> Despite paying this amount in years past, and receiving
an invoice in April, 2000 that explained the calculation of this
charge, the Defendants claimthat they were confused as to the
source of this fee. Defendants also clained to have serious
difficulty speaking English or understandi ng sinple business
transactions. At a Septenber 18, 2000 hearing, however, it was
revealed that Ms. Liu had been enployed as a full tinme nurse for
fourteen years, was certified in oncology, and did not need an
interpreter while at work. Moreover, M. Liu was a doctoral
candi date at the University of Pennsylvania prior to their
pur chase of the Dunkin’ Donuts franchise.

¢ In fact, by July 10, 2000, Defendants’ deficiencies had
grown to $46, 257. 50.



By July 12, 2000, Dunkin’ served Defendants with a Notice of
Term nation of their Franchise Agreenment with Dunkin’ and their
Lease with Dunkin’ Realty.

Def endants refused to accept the term nation of the
Franchi se Agreenent and Lease, and continue to hold thensel ves
out to the public as Dunkin’ franchisees. Dunkin' filed suit in
this Court, alleging breach of contract, trademark infringenent
and unfair conpetition. On July 20, 2000, Dunkin' filed a Mtion
for Prelimnary Injunction that sought to enjoin Defendants from
further use of the Dunkin’ Donuts trademarks and trade nanes and
require themto vacate their franchise property. After
conducting hearings on the matter, the Honorabl e Magi strate Judge
Thomas J. Rueter issued a Report and Reconmendati on on Novenber

20, 2000, to which Defendants objected on Decenber 11, 2000.

1. STANDARD OF REVI EW

Federal Rule of G vil Procedure 72 governs objections to
magi strate judges’ orders, both dispositive and non-di spositive.
In reviewing a nmagi strate judge’ s recommendati on concerning a
motion for prelimnary injunction, a district court nust “nmake a
de novo determ nation upon the record . . . of any portion of the
magi strate judge’s disposition to which specific witten

obj ection has been in accordance with this rule.” Fed. R G v.



P. 72(b); see also 28 U.S.C. 636(b)(1)(0O."’

1. DILSCUSSI ON

A hj ections to The Magi strate’s Fi ndi ngs of Fact

Al t hough Def endants nmake several objections to the
Magi strate’ s Findings of Fact, none of themactually objects to
an actual finding of fact or inference drawn therefrom |nstead,
Def endants object to the effect of the |egal principles applied
by Magi strate Judge Rueter. For exanple, Defendants object to
the finding that the Franchi se Agreenent contains agreenents
concerning the continued use of Dunkin's proprietary marks after
the termnation of the agreenent. Wiile it is clear that the
Franchi se Agreenent contains these agreenents, Defendants object
because they did not understand the | anguage of the contracts and
Dunkin’ did not explain themto Defendants. Defendants simlarly

object to the finding that they defaulted on their paynents.

" Rule 72(b) requires that a party file its objections with
the Court ten days after being served with a copy of the
magi strate judge’s recomrended disposition. Fed. R Cv. P.
72(b). In conputing these ten days, an additional three days are
provided if service was made by mail. Fed. R Cv. P. 6(e).
Furt hernore, Saturdays, Sundays and | egal holidays should be
excluded fromthe conputation because the original tine for
service was | ess than el even days. Fed. R Cv. P. 6(a). Under
this standard, Defendants shoul d have served the Court with their
obj ections by Decenber 8. Defendants filed their objections,
however, on Decenber 11. The Court w Il neverthel ess overl ook
this error as it appears that their m stake was caused by their
belief that the day follow ng Thanksgi ving shoul d be excl uded
fromthe calculation as well. Fed. R Cv. P. 6(b).
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Def endant s concede that the breach occurred, but suggest that the
breach be excused because, in their opinion, Dunkin’ breached an
inplied duty of cooperation to them The nerits of these

obj ection aside, they are not objections to findings of fact.
Because these objections are nore properly characterized as

obj ections to conclusions of law, the Court will adopt the

Magi strate’ s findings of fact and di scuss Defendants’ objections

inits discussion of the nmerits of Dunkin's notion.

B. hj ections to the Magi strate’'s Concl usions of Law

In order to obtain a prelimnary injunction, a plaintiff
must prove that: (1) there exists a reasonable probability of
eventual success on the nerits; and (2) irreparable injury
pending litigation will result if relief is not granted. Acierno

v. New Castle County, 40 F.3d 645, 653 (3d Cr. 1994). The Court

shoul d al so take into account, when relevant: (3) whether there
exists a possibility of harmto other interested persons from
either the grant or denial of the injunction; and(4) the public

interest in general. |d.

1. Li kel i hood of Success on the Merits

Dunki n” has established a |ikelihood of success on its
breach of contract, trademark infringenent and unfair conpetition

claims. Wth regard to its trademark infringenment clains,



Dunkin” must prove that: (1) the marks are valid and legally
protectable; (2) it owns the marks; and (3) the defendant’s use
of the marks is likely to create confusion concerning the origin

of the goods or services. Optician’s Ass’'n of Anerica V.

| ndependent Opticians of America, 920 F.2d 187, 192 (3d Cr.

1990). Defendants do not dispute that Dunkin’ has standing to
assert a claimfor trademark infringenent or that its marks are
valid and legally protectable.® Moreover, Defendants’ continued
use of Dunkin’'s trademarks after Dunkin’ term nated the Franchise
Agreenment will clearly lead to confusion anong the shop’s
custoners that its proprietors are still affiliated with Dunkin’.

S &R Corp., 968 F.2d at 375.

Dunkin’ has al so established a |ikelihood of success on the
merits of its claimfor breach of contract. The Franchise
Agr eenent between Dunkin’ and the Defendants provides that, upon
Defendants’ failure to pay their financial obligations, Dunkin’
could provide themwith witten notice that they should cure the
problem If the Defendants failed to cure the problemw thin the
appl i cabl e period, Dunkin’ could consider the Franchi se Agreenent
breached and, upon witten notice, termnate it. Defendants
failed to make tinely paynents, Dunkin’ gave them an opportunity

to cure that default and Dunkin’ appropriately term nated the

8 Dunkin’ has standing to assert a trademark infringenment
case because it holds the exclusive license to the marks held by
Dunki n” Donuts USA, Inc., its wholly-owned subsidiary.
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Franchi se Agreenent.

Def endants posit two reasons why their [ate paynents do not
constitute a breach of the Franchise Agreenent. First, they
assert that Dunkin's acceptance of |ate paynents in the past
constitutes a waiver of the provision in the Franchi se Agreenent
that requires tinely paynent. This argunent |acks nerit because
the Franchi se Agreenent itself expressly states that Dunkin’s
acceptance of |ate paynents does not constitute a wai ver of
Dunkin’s rights under the agreenent. Defendants contend,
however, that the anti-waiver clause is unconscionable inits
application to them because they have difficulty speaking English
and Dunkin’ did not explain the clause to them Defendants fail
to provide the Court with any case |aw that supports their
position. Moreover, the Magistrate Judge had anpl e opportunity
to observe the Defendants during their testinony. Gven his
finding that Defendants’ clains of difficulty with the | anguage
and | ack of business savvy were “less than credible,” Defendants’
argunent that the anti-waiver clause is unconscionable as applied
to themis unpersuasive.

Second, Defendants assert that their failure to pay was
caused by Dunkin’s intentional breach of their inplied duty of
cooperation under the Franchi se Agreenment. Assum ng w t hout
deci ding that such a duty exists and Dunkin’ breached that duty,

such a breach by Dunkin’ would neither relieve Defendants of
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their duty to neet their financial obligations nor prevent

Dunkin’ fromterm nating the Franchi se Agreenent. Because a
franchisor’s right to termnate a franchi see “exists

i ndependently of any clains the franchi see m ght have agai nst the

franchisor,” S & R Corp. v. Jiffy Lube Int’'l, Inc., 968 F.2d

371, 375 (3d Cr. 1992), Defendants can assert their own claim
agai nst Dunkin’ but cannot rely on Dunkin' s wongdoing to avoid

t he consequences of their own non-performnce.?®

2. Irreparable I njury

Injunctive relief of any kind is an extraordi nary renedy
that courts should only grant in limted circunstances. |nstant

Air Freight v. CF. Ar Freight, Inc., 882 F.2d 797, 800 (3d Cr.

1989). To obtain injunctive relief, a plaintiff nust denonstrate
potential harmthat a | egal or equitable renedy following trial
woul d not adequately renmedy. [d. at 801. Pecuniary |osses,

W t hout nore, are not irreparable. Acierno, 40 F.3d at 653.

° Defendants contend that S & R Corp. does not apply in
this case because Dunkin’s conduct, irrespective of whether that
conduct is a breach of the Franchi se Agreenent, prevented
Def endants from performng their financial obligations.
Specifically, Defendants claimthat Dunkin' instituted the
present action in bad faith, in an intentional attenpt to divert
Def endants’ resources to litigation rather than neeting their
financial obligations. The Court disagrees. Defendants cite no
controlling case law in support of their argunment. Moreover,
given that the Court finds Dunkin’ has a likelihood of success on
the nerits of its clainms, an argunent that Dunkin’ instituted its
action in bad faith is | ess than persuasive.
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Al though the instant case does involve pecuniary |oss, Dunkin

has al so established other injuries that would be irreparable.
For exanpl e, because Defendants continue to use Dunkin’s marks
after Dunkin’ term nated the Franchi se Agreenent, Dunkin wll
| ose control of its reputation, trade and goodw || anong its

custoners. See, e.qg., S & R Corp, 968 F.2d at 377. These

damages are sufficiently irreparable even in the absence of
potential health, safety or sanitation concerns raised by

Def endants’ continued operation using Dunkin’s marks. Mbreover,
the Franchi se Agreenent itself states that use of Dunkin’s marks

in such a manner woul d constitute irreparable injury.

3. Bal anci ng of Harnms and the Public |Interest

No ot her considerations wei gh agai nst the i ssuance of a
prelimnary injunction in this case. Wile it is true that
Def endants will be harnmed if their franchise is termnated, this
harmis nerely pecuniary, and thus renedi abl e by noney danages.

See, e.qg., S & R Corp., 986 F.2d at 379; Central Jersey

Freightliner, Inc. v. Freightliner Corp., 987 F. Supp. 289, 296

(D.N.J. 1997).1° These damages do not outweigh the irreparable

10 Defendants cite LaGuardia Assocs. v. Holiday Hospitality
Franschising, Inc., 92 F. Supp. 2d 119, 131 (E.D.N. Y. 2000) for
the proposition that the term nation of a franchi se can
constitute irreparable harmto the franchisee. To the extent
that this case is controlling, the Court finds it distinguishable
on its facts. For exanple, the franchisee in Sermes Mdttors, Inc.
v. Ford Motor Co., 429 F.2d 1197, 1205 (2d Cir.1970), on which
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damages that Dunkin will suffer if the Court does not issue a
tenporary injunction. Moreover, any damage to Defendants woul d
stemdirectly fromDefendants’ own failure to pay their financial

obligations to Dunkin". S & R Corp., 986 F.2d at 379.

Furthernore, issuing an injunction in this case would further the
public’s interest in avoiding the confusion caused by a forner
licensee’s use of a license without the |licensor’s perm ssion.

ld.; Opticians Ass’'n of Anerica, 920 F.2d at 197. Accordingly,

Dunki n’ has established a |ikelihood of success on the nerits and
the threat of irreparable injuries, which justifies issuing a

prelimnary injunction in its favor

LaGuardi a relies, had been operating his franchise for over
twenty years. The Defendants have only had their franchise for
five years. See, e.qg., Truglia v. KFC Corp., 692 F. Supp. 271,
279 (S.D.N. Y. 1988) (holding that |ife span of eight-nonth
franchi se was not enough to give rise to irreparable injury upon
its term nation).
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IN THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

DUNKI N DONUTS, INC., and : Cl VI L ACTI ONS
THI RD DUNKI N DONUTS REALTY, :
I NC. ,

V.

GUANG CHYI LI U, :
SUSAN YEH LI U and : No. 99-3344

GC S L Co., INC : No. 00- 3666
ORDER
AND NOW this day of Decenber, 2000, in

consideration of the Motion for Prelimnary Injunction filed by
the Plaintiffs, Dunkin’ Donuts, Inc. and Third Dunkin’ Donuts
Realty, Inc. (Doc. No. 2), the Report and Reconmendati on of
United States Magistrate Judge Thomas J. Rueter, and the

bj ections to Magistrate Rueter’s Report and Reconmendati on for
Prelimnary Injunction filed by the Defendants, Guang Chyi Liu,
Susan Yeh Liu and GC S.L. Co., Inc. (Doc. No. 24), it is ORDERED
t hat :

1. The Report and Recommendation is APPROVED and ADOPTED.

2. Plaintiffs’ Mdtion for Prelimnary Injunction is GRANTED

3. Def endants shall cease all use of Dunkin' Donuts proprietary
mar ks and i nformati on and any nethods associated with the nane
“Dunkin’ Donuts” no later than twenty (20) days fromthe date of
this Order.

4. Def endants shall deliver possession of the prem ses 5100

City Line Avenue, Phil adel phia, Pennsylvania 19145, to an



aut hori zed representative of Plaintiff Third Dunkin’ Donuts
Realty, Inc., no later than thirty (30) days fromthe date of

this Order.

BY THE COURT:

JAMES MG RR KELLY, J.



